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ABSTRACT 
Hong Kong is characterized by its export-led economy. 
Many businessmen are engaged in manufacturing or trading 
products for export. With a relative short history of 
economic development, Hong Kong has maintained impressive 
growth rates and becomes a leading exporter worldwide. One 
might ponder on factors behind the success. Save for the 
traditional diligence, business acumen, and facilitation of 
the lassez-faire economy, businessmen must have a unique 
method to evaluate trading risks to continue the success. Can 
the selection of payment methods be a factor behind the 
success? 
The dire need of a developing economy is capital; Hong 
Kong is no exception. Businessmen has found means to reduce 
their capital requirements in trading so as to expand their 
business activities. Their selection of payment methods 
affects their capital, financing and risk profiles. Hong Kong 
exporters prefer documentary credits to other terms of trade 
due to implicit risk controls, ease of financing, and 
political arbitrage inherent or articulated in such method. 
An exporter also evaluates trading terms based on 
industry conventions, document complication and competitive 
practice besides financial concerns. Such business issue 
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reflects primarily the economic characteristics of the 
exporter, while the social factors might be hidden. For 
instance, when Hong Kong exporters trade with overseas 
Chinese, they might allow credit to be extended to the latter 
readily. Yet, businessmen are not vocal about such factors. 
It is probable to establish that trade payment methods 
are a function of the country's social and economic variables 
using Hong Kong as the example. The detailed review of 
exporters‘ preference of documentary credits in this report 
provides some inference of such causality. Should public 
statistics be available on businessmen's use of trading terms, 
a meaningful model could be developed to evaluate the relative 
importance of social and economic variables. 
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Story in New Dehli 
A bank executive called on another financial 
institution in New Dehli in the early 1970's. After his 
meeting, he called a cab to go back to the Hilton Hotel in 
New Dehli, which was an hour away by car. Some 30 minutes 
later, the driver pulled the car aside and asked for money 
before continuing driving. The bank executive was shocked. 
While he was thinking of whether he has any weapon to 
protect himself, the cab-driver turned back and pointed to 
the fuel gauge, said, ” Sir, I can't drive the car no 
longer as the petrol's running out. I need money to refill 
the tank." The cab-driver continued to explain that in 
most days, they could not make enough money to fill up the 
whole tank; rarely did Indians hire a cab to make long 
journey in this city. 
Foreword 
When one engages oneself in trading activities, it is 
easy to under-estimate the financing requirements at the 
outset, yet, financing and cash flow are always the major 
concerns in experienced traders‘ minds. In Hong Kong, due 
to the lack of natural resources and rising costs of 
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living, most manufacturing activities have been moved to 
the low-cost countries such as China, Sri Lanka and 
Indonesia. The role of Hong Kong is returning to one of an 
entrepot as in the 1 9 4 0 w h e n Hong Kong was first ceded to 
the British Government as a trading port. Despite the 
growing domestic market, Hong Kong relies heavily on its 
exports and re-exports to continue a thriving economy. 
Few literature has dealt with terms of trade. When 
studying international trade, most scholars and researchers 
examine the historical development and macro economic 
issues such as balance of payments, purchasing power 
parity, capital flow and factor movement. In the business 
environment, few companies would concern themselves about 
the country's external debts, balance of payment or 
purchasing power. Businessmen examine international 
trading opportunities with a different yardstick. This 
yardstick differs with different industry, capital and 
human resource mix, freight requirement, and export market 
economy. 
Being an export-led economy, Hong Kong has many 
businessmen engaged in international trade. Major export 
markets are North America and Europe, while the sourcing 
countries are in Asia, especially China. They use various 
payment methods when settling their receipts and payments. 
Among the types of payment methods, documentary credits are 
commonly adopted by businessmen in Hong Kong. 
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Unfortunately not much literature has been devoted to the 
financing and risk implications of using this form. 
Technical explanations could be found in handbooks 
developed by financial institutions; but not a full length 
review on its dominance in Hong Kong nor its unique meaning 
in handling international trade versus other forms of trade 
settlements. 
Types of International Trade Payment 
Businessmen in Hong Kong commonly use documentary 
credits such as sight letters of credit or confirmed 
letters of credit, document collections against payment or 
acceptance, and open account via telegraphic transfers in 
settling their trade payments and receipts. Historical 
examination on international trade would reveal a barter 
system whereby goods are exchanged without any payment 
media. Since Hong Kong came into existence in the world 
economy in the 1 9 4 0 b a r t e r has been rare among market 
economies such as Hong Kong, North America or Europe. 
Barter is mostly employed when the trading partners lack a 
common media of exchange as in the case among some planned 
economies in China or the C.I.S. (previously known as the 
Soviet Union)• In addition to documentary credits, 
documentary collections, open account and barter, 
businessmen also employ cash on delivery or consignments in 
trading which are more widely used when trading in domestic 
markets than internationally. 
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Risk Evaluation in International Trade 
Risk parameters in international trade are broadly 
categorized as political/economic risks and commercial ones 
as follows: 
Political/Economic Risks 
- Political risks such as civil unrest, war, or 
expropriation; 
- Foreign exchange risks such as blockage and delay of 
transfer of foreign exchange, currency depreciations; 
- Regulatory controls such as import restrictions using 
quota, high tariffs, government subsidies to 
particular products； 
一 Import ban or embargo on certain goods or certain 
nations. 
Commercial Risks 
- Buyer risks refer to buyer's ability to pay and 
his/her trustworthiness, professional ethics, 
integrity and the like; 
- Seller risks occur when the exporter ships substandard 
products, pirated goods, or delays shipment; 
- Shipment risks such as using over-age vessels, nil or 
partial insurance cover, or goods being stolen; 
- Payment risks such as remittance controls, 
inappropriate payment methods or media. 
Some of these risks are manageable while some are not. 
Hong Kong businessmen usually take appropriate steps to 
mitigate the above risks. Their choice of trade 
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settlements is greatly affected by their risk perspectives. 
Current Findings of Payment Methods 
Traditionally, Hong Kong businessmen prefer receiving 
letters of credit from their overseas buyers. No formal 
statistical study has been found to verify that. One 
statutory organization, the Hong Kong Export Credits 
Insurance Corporation ("ECIC"), has been providing credit 
insurance to exporters since its inception in August 1967. 
Its Assistant Commissioner, Lawrence S.W. Wong, having 
worked at ECIC since 1973, has met numerous traders in Hong 
Kong throughout the 19 years to confirm such preference in 
confidence. His experience reveals that over 70% of Hong 
Kong's exports are under letters of credit with the balance 
under credit terms. Hong Kong and Shanghai Banking 
Corporation, being the oldest "local" bank in Hong Kong 
providing financing to local businessmen, verbally revealed 
to Mr. Wong that an everage exporter in Hong Kong would 
have at least 60% of its sales under letters of credit. 
Unfortunately, neither the Government Census and Informance 
Services, Trade Statistics from Hong Kong General Chamber 
of Commerce, Trade Development Council, nor the Office of 
the Commissioner of Banking has collected any formal 
figures on the trend of this preference. 
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Purpose and Scope of Research Report 
The purpose of this research report is to review and 
examine the usage of various payment methods in 
international trade, and businessmen's preference in using 
documentary credits in Hong Kong. Inferences are drawn on 
Hong Kong exporters' risk evaluation and competitiveness in 
international markets now and in the future. Economic and 
social implications are also reviewed to support the 
observations. 
Terms of international trade are worth more 
researchers‘ attention as they are closely tied to business 
decisions. Choice of payment mechanism could be a function 
of a country ‘ s socio-economic factors as well as the 
company's financing mix. The cause-and-effect relationship 
is yet to be determined statistically. This paper serves 
as a preliminary research into a topic which should lead to 
some insight as to the impact of socio-economic development 
on businessmen ‘ s financing mix when engaged in 
international trade. It is especially important for Hong 
Kong businessmen to understand the interrelationships so as 
to plan ahead to maintain their export competitiveness in 
a global market which is increasingly challenging. 
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CHAPTER II 
PROBLEMS AND METHODOLOGY 
This paper attempts to explore the relationship 
between a firm's choice of payment methods and the 
country‘s socio-economic factors in an export-led economy. 
The lack of formal statistics on the usage and trend of 
payment terms becomes the biggest obstacle in adopting a 
quantitative research model. A businessman's decision for 
a particular payment method is usually a micro-based 
decision while the impact of macro-economic factors is 
usually hidden when making such decision. Other factors 
such as the firm's capital strength, financing requirements 
and competitiveness come to play when negotiating terms of 
payment with overseas buyers. It is important to 
understand the interplay of the business issues faced by a 
firm before examining the macro factors. The nature of 
this research is thus qualitative relying on literature 
review on trade payment and international trade, survey of 
knowledgeable individuals through personal interviews with 
exporters, buying offices and bank executives. 
The methodology used for this paper follows an 
exploratory research model: 
1• Literature Review 
Due to the lack of literature on international 
trade payments, literature search on international 
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trade, terms of trade and payment terms was conducted. 
Primary literature reviewing some relevant information 
on international trade, payment terms and socio-
economic developments include the following: 
• trade finance manuals developed by banks; 
- documentary credits operation guides and case 
studies developed by International Chamber of 
Commerce; 
- the role of banks in economic developments; 
- periodicals and journals such as Global Finance, 
Economic Journal, International Business, 
Engineering Economist, Journal of Cash Management 
and Industrial Marketing Management； 
- ECIC's Annual Reports from 1967 to 1992； 
- Government publications on trade statistics such 
as Hong Kong Trade Statistics and Hong Kong 
Review of Overseas Trade in 1990; 
一 Private business chambers‘ trade records such as 
Trade Statistics Services by Hong Kong General 
Chamber of Commerce, Annual Report of Hong Kong 
Federation of Industries, and Chinese Chamber of 
Commerce. 
2 • Interviews 
Survey on knowledgeable individuals was carried 
out to include both local export companies, overseas 
buying offices representing overseas buyers, and bank 
executives in Hong Kong. More than 20 local 
companies, 10 buying offices and 10 bank executives 
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who provides financing to firms in Hong Kong were 
interviewed. ECIC was included to verify observations 
made in business interviews with Hong Kong firms. The 
discussion topics include the business executives' 
observations of their preference in settling 
international trade, and the respective rationale 
behind. Wherever applicable, the interview also 
covered any changes in preference in the past 20 years 
whereby Hong Kong has evolved from a manufacturing-
based to a service-oriented economy, and the macro 
factors affecting businessmen‘s payment preference. 
3. Data Collection 
As the use of documentary credits was frequently 
mentioned by both local exporters and overseas buying 
offices in settling trade dealings, the following data 
was collected in interviews whenever feasible: 
- Percentage of business sales made under 
documentary credits versus credit terms; 
- Consideration on macro economic issues when 
negotiating payment methods; 
- Financing considerations when determining trade 
payment methods; 
- Competitive reasons considered when quoting trade 
settlement methods; 
- Other considerations when negotiating trade 
settlements• 
The study of the expected impact of the choice of 
payment methods is primarily based on information gathered 
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from interviews. Issues affecting the business community's 
choice of international trade settlements are summarized 
and reviewed in this report. The dominance of adopting 
letters of credit would be examined together with the 
economic and social characteristics of Hong Kong to provide 
a preliminary hypothesis of the interrelationships with an 
attempt to identify future trends on trade settlements to 
enhance Hong Kong's competitive edges. 
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CHAPTER III 
TYPES OF INTERNATIONAL TRADE SETTLEMENTS 
International Trade 
As natural resources are unevenly distributed in 
different countries, a country cannot produce everything it 
needs. Some countries are good at producing dairy 
products, while some specialize in heavy industries such as 
steel and iron. 
A country buys what it needs from countries that are 
good at producing them, and in return, sells its products 
to countries who require them. The products are moved from 
one country to another by means of various transportation 
tools - aircraft, railways, trucks, ships or a combination 
of two or more modes of transport. 
The buying and selling of goods across border is based 
on the need and comparative advantage of the countries ; 
such lays the foundation of international trade. With more 
economies opening up for foreign investments such as China 
or finding means to maintain relatively low labor costs as 
in Hong Kong, capital or labor movements are frequently 
found nowadays which reflect the basic need to retain 
comparative advantages• 
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Parties Involved in Doing International Trade 
Domestic trading involves mostly a buyer, seller, 
trucking and insurance companies. If the seller is not the 
manufacturer, then there might be another set of similar 
parties involved before the goods can be moved from the 
manufacturer to the seller. Rarely do businessmen worry 
about legal nor regulatory constraints in the same domestic 
market. Trading internationally involves more 
considerations not only on the legal and regulatory 
aspects, but also on the customs, tariffs, and financial 
intermediaries to handle document processing or remittance. 
The following provides a good checklist on the parties 
involved in carrying international trade: 
1. Buyer/Importer 
One who places orders and imports goods. 
2• Seller/Exporter 
One who manufactures and/or exports goods. 
3 . Shipping/Airline/Truck Company 
Cargo forwarder who transports the goods abroad 
to buyers/importers by sea/air. 
4• Insurance Company 
It issues insurance policy and certificate to 
insure the goods against any sea/air/land perils. 
5. Government/Embassy 
It issues import/export licences or consular 
invoices to all import/export of specific types 
of goods in/out of the country. 
\飞 
6. Customs and Excis© 
Government bodies who l&vy import duty or t.ir i r rr4 
on all or selective imports. 
7. Lawyers 
They draw up contracts of sal© acrom^ border, 
taking consideration of both lnqn 1 c^ nv i ronm««nt of 
sellers and buyers. 
8. Trade Bureaus or Chambers of Commerc© 
They issue certificates of origin or prov i tiia 
trade information and other servicc^ ii to 
exporters• 
9. Quality Surveyors/Assurers 
They conduct Inspection and certify goods 
conformed to certain quality and/or safety 
standards with an inspection cortifIcat©. 
10. Agents 
They have a local office to r©pr®««nt ®ith«r thm 
overseas buyer or seller. At tlmos, thoy also 
act as the quality surveyor/assurer. 
11. Shipping Registries 
They keep records that the shipping v®aii«l la 
seaworthy if goods are exported by s@a. 
12. Manufacturers/Vendors 
If the seller does not make tho good a ； than thoro 
should be one or more third party manufacturoris 
or vendors supplying the required goods. 
13• Banks 
They serve as a financing party, and/or a 
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processing agent of documents, remittance, and 
provide other trade related services upon 
request. 
Payment Methods Used bv Hong Kong Exporters 
Since international trade is more complex than local 
trade, businessmen are generally more cautious in selecting 
their overseas trading partners. The choice of payment 
methods would reflect their risk evaluation towards their 
trading partner. The following methods are commonly 
adopted by Hong Kong exporters: 
Advance Payment 
The importer agrees to pay the exporter the full 
amount of the goods before the goods are shipped. By this 
mechanism, the importer must be very confident of the 
reliability of the exporter, and the stability of the 
exporter‘s country to get the full shipment of required 
goods. It also implies that the importer is cash rich, who 
might negotiate a cash discount with the exporter, or the 
exporter is selling through mail orders where goods would 
only be shipped upon receipt of payment. 
In Hong Kong, export traders would welcome advance 
payment if the advance is made early enough to cover their 
production cycle from the purchase of raw materials. If 
the advance is made only a couple weeks before the required 
shipment date, then Hong Kong exporters prefer to have 




Payment is made after the shipment in this method. 
The importer would have a pre-defined date of payment, 
usually 30 or 60 days after the shipment date, or at end of 
month. In contrast to the importer in advance payment, the 
exporter has full confidence in the importer's payment 
ability and the stability of importer's country that goods 
would arrive safely under this method. The implication is 
that the exporter bears most risks involved under open 
account transactions. It usually takes place when the 
importer is a long-established customer of the exporter, or 
a well-recognized firm who commands a dominant position in 
negotiation, or the exporter is under stiff competition to 
offer favorable terms. 
Open account terms are found among Hong Kong traders 
who have over 10 years ‘ of trading history with their 
overseas customers, or among the toys or electronics 
manufacturers. Being Chinese in ethnic origin, the 
customer-specific rationale is based on the exporter‘s 
cumulative sense of trust throughout years of solid 
dealings. At times, businessmen extend open account based 
on kinship. The same applies to a group company who grants 
open account terms to its affiliates or joint-venture 
companies abroad. 
The industry-specific open account terms are a natural 
evolvement from long build-up times of inventory in the 
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toys industry since retailers have only one peak season 
during Christinas and the New Year to make their sales, in 
the electronics industry in Hong Kong, most firms are of 
small size producing a few parts or components. The bigger 
the number of suppliers, the better it is for buyers. 
Gradually the electronics industry becomes buyers' market 
whereby the buyers dictate the payment methods in their 
favor, hence more open account sales in this industry. 
Documentary Credits 
The issues of trust and risk seem to go side by side 
in doing international trade. Advance payment places the 
exporter in a more favorable position than the importer, 
while open account does the converse. The middle ground is 
found to be using documentary credits where banks act as 
trustworthy intermediaries for both importers and 
exporters. In simple terms, a documentary credit is a 
conditional bank undertaking of payment. 
Documentary credits serve as negotiable instruments 
with which the importer's bank guarantees payment to the 
exporter if the later presents correct documents as 
stipulated on the letter of credit. These stipulated 
documents would likely cover all commercial, regulatory, 
insurance, transportation requirements such as commercial 
invoice, certificate of origin, export licence, insurance 
policy, bill of lading and the like. The importer has to 
pay for the documents once his/her banker has received and 
found them to be in good order. The payment by the 
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importer could be made at sight, i.e. immediately, or at a 
prescribed time limit and against stipulated documents. 
Confirmed Credits 
There are different types of documentary credits. 
Since the purpose of documentary credit is to shift the 
buyer risks to a bank-cum-document risk, exporters might 
have doubt regarding the credit strength of the buyer's 
bank. If the buyer's country or banking system is not 
well-established as in the case of India, Pakistan and some 
Middle East and African countries, the exporter could 
request another bank domiciled in another country to add 
confirmation to the letter of credit. Such confirmed 
letters of credit would mitigate the political/economic 
risk of the buyer's country and the payment risk associated 
with the buyer's bank. One important qualification to 
ensure full coverage against the aforementioned risks is 
that the documents must be in full compliance with the 
terms stipulated on the buyer's letter of credit. In the 
event of discrepant documents, the exporter should seek 
confirmation from the confirming bank again. 
Red Clause Credits 
If a supplier requires cash to start or complete the 
production for the required merchandises by the buyer, the 
buyer could issue a letter of credit which allows for 
advance payment to the supplier. The authorization to make 
advances is only made to the confirming bank or the 
advising bank. As a practice, the advance amount would be 
a ratio of the full amount depending on how much pre-
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financing the buyer wishes to provide. Traditionally, the 
special clause relating to the advance was highlighted or 
written in red to draw attention to this unique feature. 
Hence this type of documentary credits are called Red 
Clause letters of credit. 
Export Credits 
Banks in Hong Kong provide trade finance packages to 
businessmen based on documentary credits received or 
issued. Pre-export financing is made by banks if the local 
exporter receives a documentary credit from its overseas 
buyer issued by an acceptable bank. Based on the trust on 
the exporter's ability to fulfil the terms of the letter of 
credit and the undertaking of the acceptable bank to pay, 
banks would advance funds to the exporter up to a ratio of 
the amount of the letter of credit, usually 60-80%. Banks 
would then require the exporter to designate them as the 
collecting agent upon completion of shipment to the buyer. 
This type of advance is usually termed "packing loans" by 
banks. 
Transferable/Back-to-back Credits 
Banks also provide import financing if local 
manufacturers or importers require documentary credits to 
purchase raw materials, or if the exporter is a trading 
company, finished merchandises would have to be sourced 
from another supplier. As a result of limited capital in 
most trading companies, exporters might require a 
transferable or back-to-back letter of credit from its 
buyer. Both types allow the trader as the middleman to 
19 
issue letters of credit based on the one received from the 
buyer. 
Banks‘ and Exporters‘ Preference 
Pre-export and import financing are general banking 
services under trade or commercial finance. Banks prefer 
trade finance to other types of lending because there are 
underlying trade transactions specifying the purpose of 
financing and the source of repayment. At the same time, 
documentary credits are important financing tools in Hong 
Kong. 
Documentary credits are commonly required by small 
traders and garment manufacturers in Hong Kong. Small 
traders could reduce their own capital investment in any 
particular order using documentary credits to arrange 
packing loans, or transferable or back-to-back letters of 
credits to make the required shipment. In the garment 
industry. Hong Kong manufacturers hold valuable export 
quotas to the U.S. or Europe. Overseas buyers have to 
observe the supplier's availability of quota in addition to 
other competitiveness. Textile manufacturers command a 
strong bargaining power when negotiating with overseas 
buyers and they would opt for letters of credit. 
Documentary Collections 
Documentary credits are costly to both importers and 
exporters as all documents flow through banks which incurs 
bank charges or transaction fees. To reduce banking 
charges, documentary collection can be used where no 
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letters of credit are issued. The exporter would present 
the documents via his/her banker after goods are shipped to 
the buyer's bank. The buyer's bank would act as an agent 
to collect the documents, but it would not provide any 
undertaking to pay the exporters. The buyer's bank would 
inform the buyer of receipt of documents； then it is up to 
the buyer to pay immediately (documents against payment) or 
to accept and pay on a future date (documents against 
acceptance). 
The risk to the importer is that no inspection on the 
documents would be made prior to paying or accepting the 
documents presented by the exporter. At the same time, the 
exporter would not have any guarantee from a bank that the 
goods shipped would be paid in full. In exchange for 
higher risk than a letter of credit, the exporter has more 
control over the title of the goods since the documents 
would be passed back if no payment or acceptance is made by 
the overseas buyer. The reduced protection in terms of 
document verification for the importer, and payment for the 
exporter render this payment method more popular among 
established trading partners than others. 
In Hong Kong, documentary collections are made to 
selective trading partners by exporters. Usage of such is 
increasing because of long-term trading relationships or 
mutual effort to reduce banking charges. If the exporter 
is the sole sourcing agent for its overseas buyers in Hong 
Kong and possesses certain financial strength, he or she 
will be more inclined to use documentary collections to 
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generate mutual cost savings. In terms of financing, 
banks provide discount facilities to Hong Kong exporters on 
documentary collections if the buyer is of known 
creditworthiness. To encourage exports, Hong Kong 
Government has established the Export Credit Insurance 
Corporation since 1967 to provide credit insurance to 
exporters who wish to ship under credit terms, i.e. open 
account or documentary collections. Despite government 
assistance, Hong Kong exporters prefer documentary credits 
than credit sales. 
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CHAPTER IV 
RISK PARAMETERS IN INTERNATIONAL TRADE 
General Commercial Risks 
Product Risk 
A normal trade transaction involves a buyer and a 
seller. If it is a simple cash-and-take trade such as 
grocery shopping in corner stores or supermarkets, then the 
risk is borne by the buyer if the purchase is faulty. This 
risk is inherent in the product itself and can be minimized 
with increased inspection. 
Insurance 
When a purchase involves delivery by trucks or labor, 
additional risks during delivery arise. For instance, road 
accidents, thefts, damages and the like might take place 
during the delivery process. These accidental risks are 
usually mitigated by insurance coverage. 
Payment 
For big ticket items such as capital goods, cash 
settlement is rare. Another payment instrument such as a 
cheque or cable remittance might be used. Payment risk is 
incurred if the goods are delivered before the cheque is 
cleared or the remittance is received. To alleviate this 
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risk, traders might request a bank draft which stands for 
credit available with the bank (not the buyer) , or delay 
the delivery process until payment is confirmed. This risk 
could be addressed at varying degrees using different trade 
payment terms. 
Credit Risk 
Whenever there is time discrepancy between goods 
delivery and payment as in the previous scenario, another 
risk arises as to the credibility of the buyer - whether he 
or she could make the full payment on time. This is 
generalized as buyer's credit risk or simply credit risk. 
Traders employ credit agencies or resort to trade council 
or business chambers for credit checking on the buyer to 
determine their credit exposure. 
At times, such risk is insurable at some specialized 
insurance firms, factoring companies or government 
sponsored agencies such as ECIC. Credit insurance is the 
business focus in these institutions. For instance, a 
factoring company would provide credit coverage on local 
wholesalers or retailers in case of bankruptcy, while the 
aim of ECIC is to promote export via provision of credit 
coverage on sales to overseas buyers under credit terms. 
A global network is usually established by these 
institutions to generate sufficient credit information on 
buyers. As an alternative, the seller might build up their 
own credit evaluation skills using available trade data at 
trade councils and other government agencies or credit 
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rating companies such as Dun & Bradstreet, Moody's, etc. 
Additional Risk Parameters 
Geographic distance, legal environment, cultural 
variations, language barriers, and trading practice differ 
from country to country. Undertaking international trade 
requires more consideration and, naturally, consitutes more 
risks, than domestic trade. In addition to general 
commercial risks, trading cross-border usually leads to 
political and economic exposures of the trading countries. 
The following risk review on international trade provides 




In the late 1 9 6 0 H o n g Kong traders sold to the 
Middle East, Nigeria, or East Africa. As a result of 
political turmoil, civil war and government policy to drive 
out non垂African traders (who were mostly importers) 
respectively in these countries, Hong Kong traders suffered 
from non-payment. When Hong Kong traders diversified sales 
to developing economies such as Iran, Sudan, Zambia, 
Nigeria, Venezuela, Ivory Coast, Trinadad and the like, 
country risk evaluation became a major concern. Another 
instance, Argentina was already in major economic 
difficulties in 1982; nevertheless, it invaded Falklands on 
April 2, 1982. Such hostility act resulted in more bad 
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debts for Hong Kong exporters who sold under credit terms 
to Argentina. 
When faced with political uncertainty, exporters would 
seek additional coverage. A recent incident was the 
unification of Germany in 1990 initially created a strong 
Deutschmark, followed by mounting economic problems in the 
following year. As a result, more export insurance 
covering German buyers was granted in 1991 by ECIC. 
Foreign Exchange Risk 
The use of stable currency denomination should be a 
prerequisite in international trade. Presently the U.S. 
dollar is commonly used as the payment medium due to long 
history of stable value. In Hong Kong, the exchange rate 
of local dollars is pegged within a band of U.S. dollar 
rate, hence U.S. dollar settlement is widely used in 
trading. In the Asia-Pacific region, Japanese Yen 
continues to be strong, which is projected to be a function 
of government support and continuous economic growth 
surpassing its trading partners. These two favorable 
factors together result in increasing use of Yen as the 
payment medium. The availability of tradeable, also known 
as "hard" colloquially, currencies constitutes an important 
concern in international trade. 
Despite the importer's willingness to settle trade 
payment, the buying nation may experience shortage of 
foreign exchange. Historical examples are Nigeria in 1970 
after its Biafran war, transfer delays on foreign exchange 
by Ghana in 1971, and continuous shortages of foreign 
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exchange in developing economies, particularly in Africa. 
Since foreign exchange rate is a function of the trading 
nations' balance of payment, interest rate differentials, 
productivity growth and other economic factors, a weak 
currency might attract more overseas purchases. In 1983, 
Hong Kong dollar registered a gradual fall against major 
currencies (also partly due to political uncertainty over 
its sovereignty between China and Britain)• Hong Kong 
exports became very competitive due to a weakening 
currency, but not any decline in productivity. 
Government Controls 
When faced with increasing challenges from overseas 
suppliers, a country might wish to protect its strategic 
industries such as defence, natural resource or foodstock 
via government subsidies or tax incentives. Food and 
livestock subsidies are widely used in Europe such as 
France and Britain. The recent demonstration by the French 
fishermen in Paris in February 1992 was a typical outcome 
if a protected industry suddenly faced foreign competition. 
To limit the type of imports allowed so as to protect 
domestic industries, a country might reach bilateral or 
multilateral agreements with others on specific products. 
Since 1959, Hong Kong has concluded bilateral textile 
agreements with a number of countries. A textile quota 
system was imposed by the U.S. and European countries on 
Hong Kong garment traders and manufacturers. 
In some other countries, high tariff rates are levied 
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on imports to discourage the nation's depletion of foreign 
exchange. A well-known example is the Japanese government 
who embeds a lot of controls in its legislation to 
encourage Japanese to use goods manufactured domestically. 
Japan's auto industry is always a subject of contention as 
it ships a big number of vehicles to the U.S. , yet very few 
U.S.-made cars can be found in Japan. The pretext given by 
the Japanese government to the U.S. was one of design and 
productivity which gave rise to negative sentiment among 
Americans after President Bush's visit to Japan in the 
summer of 1992. 
Government controls are exercised in various array. 
At times they are disguised in legislation. Increasing 
concerns in international trade are the growing use of 
quotas, government subsidies, high tariffs and other 
barriers to entry. Trading internationally thus requires 
certain level of familiarity with the trading nation's 
trade policies. Expertise from attorney, accounting firms 
and financial institutions can be drawn to share resident 
experience and provide technical advice. 
Embargo/Economic Sanction 
Open hostility is at times present among countries. 
Having invaded Kuwait successfully in August 1990, Iraq was 
given a period to rectify and explain its acts by the 
United Nations. Economic sanction was first adopted 
towards Iraq to no avail, followed by the sudden war 
declaration led by the U.S. in early 1991. Exports to 
Kuwait and Iraq were placed under jeopardy within a short 
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period of time. In 1989, China's June 4th Incident also 
led to economic sanctions by most developed nations. The 
economic loss was borne by most Hong Kong traders who had 
been using China as the production base to maintain low-
cost operations. The U.S. government's historical 
hostility towards Vietnam, Cambodia, Laos has continued 
since the 1 9 6 0 u p to now, which has caused more 
inconvenience to international traders than resulting in 
ideological realignment nor pro-democracy movement. 
Being an international trader, political and economic 
news is very informative in making prudent business 
decisions. In an export-led economy like Hong Kong, 
established traders are well-versed in international 
politics and major trading trends. A common technique to 
mitigate this risk is to follow the leader, trade where the 
big companies are heading. Another tactic is to exchange 
threats by setting up a subsidiary or joint-venture in the 
trading countries whereby if major government controls are 
exercised, there would be mutual losses by the exporter and 




This risk element refers to that associated with the 
importer, also known as the buyer. An exporter or seller 
should consider two aspects which constitute the bulk of 
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this element: 
- Importer's ability to pay; 
- Importer's sincerety to pay. 
Importer's credit-worthiness, financial strength, 
integrity and work ethics affect this risk. it is 
especially important not to trade with "crooks", i.e. 
dishonest people. Due to the lack of information, 
exporters often find it difficult to evaluate their trading 
partners in confidence. 
The country's economic strength could be a determining 
factor leading to commercial bankruptcies, insolvencies and 
defaults. In most cases, sales contracts are closed by the 
sales representatives or buying agents who consider 
obtaining the order is far more important than evaluating 
the credit standing of the importer and the macro-economic 
trends. 
Seller Risks 
Risks related to the exporter or seller concern mostly 
the product performance. One should consider the 
exporter‘s ability to produce and deliver the merchandise 
as required. Garment manufacturers in Hong Kong enjoy 
superior negotiation power if the overseas buyer in the 
U.S. or Europe needs a particular quota category. The 
protectionist tool of using quota at times would work in 
favor of the established traders who are large quota 
owners. If an apparel item is selling very well, then 
order would only go to where quota is still available or 
quota-free zones like Saipan and Turkey to the U.S. market. 
U) 
China is known for overshippinq textile Items to t ha 
U.S. for some years. When such happens, China quota won Id 
be used up by August or September. Only when the qoodta 
arrive at the U.S. dock would the importer find out mich 
mishap. The goods then have to be warehoused at the 
importer's expense until the following quotfi period 
commencing in January. It has created a lot of 
inconvenience and loss of orders to exporters. 
Another headache for importers is to verify the 
country of origin of overseas merchandises. To maintain 
price competitiveness, some garment manufacturers have 
produced the goods in China, shipped to Hong Kong or 
Taiwan, then sewn in a "Made in Hong Kong" or "Made In 
Taiwan" tag to apparel items to use up the quota in those 
two countries instead of China. This Is called 
"submarining". If caught by the U.S. customs, the 
importers would be fined and black-listed, meaning higher 
costs and more trouble than before. A solid understanding 
of the exporter's source of production becomes another 
important concern nowadays. 
Shipment Risk 
Due to high air-freight, most goods are shipped by 
vessel rather than air. Shipment risk refers to not only 
the voyage, but also the forwarder, consolidator, or any 
other in一land transport. The sea-worthinetas of vessel Is 
the major concern in this risk. If a vessel is more than 
15 years old, it is considered over-age and should only be 
employed after careful checking. 
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When goods are shipped by chartered vessels (where the 
operator rents the vessel instead of owning it), the risk 
is higher to the exporter as the vessel operator might 
forge a marine bill of lading which is the transport 
document evidencing goods are loaded on board on a named 
vessel. Such forgery is found when the vessel operator 
sells the merchandises elsewhere and flees. 
The packing and consolidation of goods is another 
concern. For instance if the goods are packed in bulk, 
they are more susceptible to pilferage or theft than 
container loads. Most goods shipped out of Hong Kong are 
packed in containers to avoid such exposure. 
If transshipment is required by an exporter, it might 
mean additional risk. When goods are being transshipped, 
containers might be dropped to the sea at the port of 
exchange• The value of the goods might be recovered with 
proper insurance, but not the loss of business opportunity. 
This has happened to local exporters before and they were 
claimed by the importer for damages arising from loss of 
sales. 
Payment Risks 
Goods are shipped cross-border in international trade. 
Likewise, payment is made across the national boundaries. 
Payment risk in international dealing involves a payment 
agent or a payment mode. The agent is usually a bank while 
the media could be a cheque, bank draft or telegraphic 
transfer. The reliability of the agent and the mode is a 
crucial concern. 
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In the case of sudden failure like the Bank of credit 
and Commerce in 1991, bank draft drawn on this bank could 
be a meaningless piece of paper, not to mention transfers 
in process by it. Prior to this bank failure, businessmen 
have been led to believe that the Hong Kong government 
would always rescue ailing banks. Most of them would bank 
with whichever bank who lent generously or provided cheap 
services. Choosing a bank with solid financial performance 
and professionalism to handle international transactions is 
yet to be learnt by local businessmen. 
A foreign currency cheque or bank draft requires 
clearing procedures in the domicile country of the 
currency. Clearing and courier time should be considered 
when accepting such payment methods. The longer the time 
it takes, the more uncertainty exists for the exporter. 
Telegraphic transfer serves as the most efficient means of 
settling foreign exchange despite higher transaction costs 
than a cheque or draft. An exporter should consider these 
transactional risks based on the trustworthiness of the 
overseas buyer. 
Use of Trading Terms on Risk Mitigation 
Terms of Trade 
Types of Advance Open Docu. Docu. 
Risk Payment Account Credits Coll. 
Commercial: 
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Buyer Y N Y N 
Seller N N Y Y 
Shipment N Un Un Un 
Payment Y N Y N 
Political/Economic: 
Political Y N Y N 
FX Y N Y N 
Gov't Control Y N Y N 
Embargo.. Y N Un N 




COMMON TRADE SETTLEMENT METHODS IN HONG KONG 
Hong Kong exporters' preferred form of trade 
settlement internationally is documentary credits. This 
trend has been confirmed by ECIC in its 1976 Annual Report 
with the comment that "Traditionally the USA is a letter of 
credit market for Hong Kong..." The following year's 
annual report also reads "Most of Hong Kong's export sales 
continue to be made on so-called secure terms, i.e. under 
Letters of Credit,. •••" Unfortunately the percentages of 
such payment methods are not available from Hong Kong 
statistics. Interviewing local traders, manufacturers, 
bank executives and overseas buying offices reveal that 
most Hong Kong businessmen would have over 60% of its sales 
with overseas buyers under documentary credit terms. 
Preference of documentary credits over documentary 
collections or open account terms is a function of trust, 
control, financing and, at times, political factors. By 
definition, "a documentary credit is a conditional bank 
undertaking of payment" as stipulated by Internationl 
Chamber of Commerce. With such conditional undertaking, 
the issuing bank pays on behalf of the buyer against 
documents which may represent the goods in which the buyer 
has title. As it is a bank undertaking, the seller can 
look to the bank for payment, rather than relying on the 
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ability or willingness of the buyer to pay. The seller's 
concern is to fulfil the requirements of the credit, such 
requirements are reached upon mutual negotiation and the 
seller should review and be satisfied that they could be 
met before shipment. 
Implicit Controls 
Commercial Risks 
Terms and conditions stipulated in a letter of credit 
form the crucial criteria for prompt payment by the issuing 
bank. These terms and conditions would normally cover 
commercial, regulatory, insurance and tranport 
requirements. Save for political and economic risks, a 
letter of credit could cover most risk parameters on the 
commercial side such as those with the buyer, shipment, 
insurance and payment mechanism. 
Foreign Exchange Validation 
In some countries such as China and the Philippines, 
a letter of credit application to foreign suppliers require 
pre-approved foreign exchange validation. If the buyers 
could issue a letter of credit from these countries, then 
they have been granted the necessary foreign exchange to 
pay for the imports in the future. The exporter's foreign 




For the importer, desired product specification, 
inspection, quantity, delivery, country of origin, quota 
requirement could all be listed as required terms on the 
letter of credit to protect his/her business interest. 
Payment is made against documents only in a letter of 
credit transaction, and not on merchandise or services 
involved. The importer should always check on the standing 
of the seller before any dealing to mitigate the seller 
risks. 
Reliable Medium 
Documentary credits require banks to be the middleman 
to check on the documents for compliance and to make 
payments. Banks are impartial in the dealings. When a 
cross-border transaction takes place, one letter of credit 
might require one to seven banks to handle the flow of 
documents and payment. Banks are required to: 
- issue the letter of credit on behalf of the buyer; 
- advise the letter of credit to the seller; 
- confirm the letter of credit for the seller to avoid 
exposure to an unknown or "shaky" institution or 
country; 
- present the documents to the buyer's bank for payment; 
- negotiate the documents for the seller to advance 
payment before receipt; 
• reimburse the negotiating bank as required by the 
issuing bank; 
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- accept the documents for the seller to pay upon 
maturity on behalf of the buyer. 
These responsibilities are usually split between the 
importer's bank in one country and the exporter's bank in 
another country. Importers and exporters can select banks 
at their own choice to carry out the various functions and 
be assured of a reliable medium and equitable treatment. 
Financing Ease 
Red Clause Credits 
Documentary credits are required by most suppliers in 
Hong Kong due to their wide acceptability among banks as 
financing tools. A red clause letter of credit allows the 
supplier to advance funds from the confirming or advising 
bank based on the buyer‘s credit. The buyer is responsible 
for financing such advance. 
In addition to pre-export financing, a red clause 
credit allows interest arbitrage. When the importing 
country enjoys lower interest rate than the exporting one, 
for instance, 8% in Hong Kong versus 22% in the 
Philippines, a red clause credit enables the Philippine 
exporter to borrow at 8% using the Hong Kong importer's 
advance rate. Such arbitrage could be negotiated with the 
exporter reimbursing any additional interest costs incurred 
by the importer to take advantage of the interest rate 
differential. 
As Hong Kong's borrowing rate is relatively low versus 
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that in the U.S., Germany, Italy, India, the Philippines, 
and many more, such interest arbitrage is seldom employed. 
Hong Kong businessmen request red clause credits primarily 
for its financing function. Yet, they seldom need this 
type of credit since they can keep the financing local with 
ordinary documentary credits due to ample commercial/trade 
financing banks in Hong Kong. 
Transferable Credits 
If a trader lacks resource to make the required 
products, he/she could ask for the buyer's transferable 
letter of credit. A transferable credit enables the 
middleman to transfer part, or all of this rights and 
obligations to the actual supplier. Such mechanism 
requires minimal capital investment； the middleman has to 
pay for the bank charges only since payment to the supplier 
is subject to receipt of funds from the buyer. 
For most start-up traders in Hong Kong, their capital 
base is small with most assets of intangible nature such as 
receivables or deposits. Transferable credits facilitate 
their trade dealings with minimal monetary resource. It is 
very common to find trading companies with $10,000 capital 
trading millions of dollars using this mechanism. 
Back-to-Back Credits 
Similar to transferable credit, a back-to-back credit 
offers itself as "security" to the advising bank to issue 
the second credit to the ultimate supplier. The trader 
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would then make his/her income via the price difference 
between the sales price to the buyer and that of the 
supplier. The major difference between transferable and 
back-to-back credits lies in the document substitution and 
reimbursement obligation. The middleman in back-to-back 
credit arrangement must submit his/her own documents to 
substitute the ultimate supplier's and he/she is 
responsible for reimbursing the paying bank to the supplier 
regardless of whether payment is received from the ultimate 
buyer‘s bank or not. 
Usance Credits 
Documentary credits are also employed by governments 
in Thailand and India to raise foreign capital. Most 
buyers in Thailand issue usance letters of credit which 
allow for one year payment after presenting documents to 
their bankers. The purpose of such is to make the 
exporters finance the purchase for one year. The Thai 
issuing banks, under government directives, would not 
discount such usance credits even if they are drawn under 
their own name. India is another country where usance 
credits are employed to shift the burden of financing to 
the exporters due to the country's shortage of foreign 
exchange or capital. 
Bank Credits 
For exporters, a valid documentary credit issued by 
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well-known overseas banks can serve as collateral for 
packing loans. Exporters would use such loans to buy the 
raw materials or finished products for shipment. If the 
documents presented are in compliance with the letter of 
credit, the exporter settles the packing loan with proceeds 
collected through his/her banker. 
In other instances, banks might offer a discount 
facility to negotiate an exporter's documents presented 
under a letter of credit. The discount period ranges from 
one week to one year, depending on the payment tenor on the 
credit. Exporters usually employ discount facility to 
improve its working capital flow. (Such discount facility 
is also available to documentary collections if the buyer 
is of known credit standing to the discounting banks. The 
credit risk rests with the buyer, not the issuing bank.) 
Political Arbitrage 
Hong Kong as an Entrepot 
Since the opening up of China to foreign investors in 
the early 1980's, overseas Chinese from Hong Kong, Taiwan 
and Macau are known to be the major investors. For 
political reasons, Taiwan does not allow direct trading 
with China. Viewing Taiwan as another province, China has 
no such constraint. A new direction of trade using Hong 
Kong as the entrepot arose over 10 years ago. 
Purchases from Taiwan to China would go through Hong 
Kong under documentary credit arrangement. The China buyer 
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issues a letter of credit to a Hong Kong trader, who issues 
another credit to the Taiwan supplier. The port of 
discharge on the China credit calls for shipment from 
Taiwan to China, while that on the Hong Kong credit states 
shipment from Taiwan to Hong Kong only. The traders in 
Hong Kong would switch the marine bill of lading once the 
shipment arrives Hong Kong. In most cases, the shipment 
continues to China using the same vessel without unloading 
any goods in Hong Kong. The overall political dilemma 
could thus continue without disrupting the commercial 
dealings between China and Taiwan using documentary 
credits. 
Reinvoicing 
To retain profit in a tax-haven, traders from 
Indonesia and Malaysia are known to establish reinvoicing 
companies in Hong Kong using back-to-back credits to buy 
from their home countries and export to overseas buyers, 
keeping the profits in Hong Kong. Typical goods from 
Indonesia and Malaysia are logs and plywood. The shipments 
are sold to China, Australia or Japan. Related shipping 
documents would be routed via Hong Kong, but never the 
goods themselves under such arrangement. 
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Factors behind Selection of 
Documentary Credits 
Factors Type of Documentary Credit 
Ord. Red Trans. Back-to 
LC Clause LC Back LC Usance 
Implicit Controls: 
Commerical Risks Y Y Y Y Y 
FX Validation Y Y Y Y Y 
Product Risk Y Y Y Y Y 
Reliable Medium Y Y Y Y Y 
Financing Ease: 
Advance to 
Exporter N Y N N N 
Minimize Capital Y Y Y Y N 
Bank Credits Y Y Y Y N 
Political Arbitrage 
China/Taiwan Y N N Y N 
Reinvoicing N N Y Y N 
Delay FX Payment N N N N Y 
Key: Ord. LC=Ordinary Letter of Credit; 




Hong Kong businessmen have a traditional preference of 
documentary credits to other trading terms such as 
documentary collections and open account. The advantages 
of having a letter of credit include not just risk 
mitigation, but also financing and political factors. By 
definition, a documentary credit only deals with documents, 
not the goods or services being traded. Documentary risks 
might arise. As banks are used as the medium under 
documentary credits, the bank charges are of increasing 
concern to both importers and sellers. A mounting number 
of bank failures in the U.S. and poor operating performance 
of some major banks warrants a close look at the jDank risks 
involved in a documentary transaction. Another concern may 
be the jurisdiction of documentary credits which is usually 
absent in a letter of credit. Would the popularity of 
documentary credits as the international trade settlement 
be sustained in the future? 
Documentary Risks 
As much as an exporter can rely on banks for payment 
under documentary credits, the importer can ask for strict 
compliance of documents before payment. Under such, the 
exporter has to print the exact words with correct 
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spelling, which is extremely difficult due to some 
documents would originate from third parties. In most 
cases, the importer might ask for one set of bill of lading 
to be forwarded to their office first to speed up the 
collection of the goods. The importer could take delivery 
of the goods with the bill of lading before other documents 
can be presented by the exporter to the paying bank. If 
some of the documents are found discrepant with the terms 
of the letter of credit, the paying bank could delay 
payment until the importer accepts the discrepancies. 
During such time, the importer could inspect the goods or 
change his/her mind if market demand drops, and a rejection 
would be resulted. The exporter would then be left with 
goods, but no payment. Business integrity and sincerety to 
pay are rarely mitigated by a conditional bank undertaking 
to pay under documentary credits. 
Terms and conditions in a letter of credit are the 
determining factor of whether goods shipped would be paid 
by a bank. Hong Kong businessmen have been trained to 
minimize the number of terms and conditions on documentary 
credits. For some hard goods supplier such as home 
electronics or appliances, the documents required might be 
a bare minimum of invoice, packing list, bill of lading and 
insurance policy. Textile items require most documents, 
for instance, export quota, country of origin, detailed 
merchandise description on the size, color, style, quantity 
and packing. Despite the financing ease and payment 
undertaking under a letter of credit, the exporter should 
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be cautious over the type of required documents to avoid 
excessive documentary risks. 
B^nK RjgK^ 
Traditionally banks in Hong Kong have been very 
supportive to local traders. As the banking industry goes 
through its cycles, traders notice banks might be generous 
in credit facilities when the economy is good but tight 
otherwise. The financing support might not be a stable one 
as found among U.S. banks like Chase (who left Hong Kong 
temporarily in 1967 due to local riot), or Bank of America 
(who squeezed medium-size traders in early 1980's due to 
its own liquidity problem). Banks, facing keen 
competition and stiff scrutiny by the local government 
after several bank failures, are more strict in their 
target profitability. Bank charges and loan interests 
follow a rising pattern. Documentary credit transactions 
could involve many banks in the process, hence raising the 
operating costs of Hong Kong businessmen. 
The recent failure of Bank of Credit and Commerce gave 
rise to a scenario whereby collateral placed would not 
offset loans owed to this bank before liquidators completed 
the net asset estimation. At the same time, documentary 
credits, confirmation or acceptance by this bank were made 
invalid. A good bank to an exporter should have solid 
financial performance, professional services, known and 
consistent credit policy. 
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Documentary credits are designed and interpreted by 
International Chamber of Commerce who lacks jurisdiction 
power. The purpose of this chamber is to facilitate 
uniform custom and practice when trading internationally. 
It serves as an expert consultant to any court engaged in 
documentary credit disputes. When such dispute occurs, the 
chamber's opinion is to go where the payment denominates. 
If the transaction is in U.S. dollar, then the court 
proceedings should be held in the U.S. Although court 
hearing and ruling can be obtained at the payment 
denomination, the execution has to be at the guilty's 
resident country where the jurisdiction might vary. 
The judge's opinion is crucial. In documentary 
credit, most judges would adopt substantial compliance as 
the yardstick rather than strict compliance. With such, 
minor oversights or typographic errors would not constitute 
a breach of contractual obligations. 
In China, it is common that local jurisdiction favors 
banks in case of claim. If goods are delivered without 
payment under a letter of credit, the negotiating bank on 
behalf of the supplier would trace payment. Banks in China 
would go to local court and apply for an injunction to hold 
the payment even if documents presented match the terms 
under the letter of credit. Banks deem such injunction as 
saving the nation's outflow of foreign exchange in case of 
inappropriate imports. Exporters should take the trading 




Most establishments in Hong Kong have less than 10 
employees. The percentage of such small firms has 
increased from 67% in 1982 to 73% in 1991 in the 
manufacturing sector as provided by Census and Statistics 
Department in Hong Kong. It becomes obvious that most 
manufacturers would set up their production capacity in 
China or other low-cost countries such as Pakistan, 
Indonesia, Turkey, etc. to maintain their product 
competitiveness. Another indication is that most 
manufacturers are, in fact, traders who rely on offshore 
suppliers to make the finished merchandises. Such profile 
would imply that tight capital would be a constraint to 
business expansion. As such, documentary credits should 
continue to be widely used by Hong Kong exporters at least 
for its financing feature. 
Economic Growth 
The continuous growth trend of the local economy, 
nevertheless, indicates that individuals as well as 
businessmen have more "spending money" than before. The 
relative weight of manufacturing loans in total bank loans 
has dropped from 10% in 1982 to 7% in 1991. Over the 10-
year period, the absolute increase was 2.5 times in the 
manufacturing sector while 4.3 times in total loans. It is 
not clear whether such shrinkage in manufacturing loans 
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would be a sign of more capital injection, less growth in 
the manufacturing sector compared with others, or simply a 
shrinkage in this sector alone. The fact remains that if 
less borrowing is needed among manufacturers, less 
documentary credits would be required. 
Document Complication/EDI 
Legislation changes, government controls over tariff 
and product safety in overseas market require more 
compliance certificates. Complicated document preparation 
poses more threats to the exporter when using documentary 
credits. To reduce the paper flow, the government has 
sponsored the development of Electronic Data Interchange 
(EDI) to be used among regulatory authorities, shippers, 
freight forwarders, banks, buyers and sellers. Once this 
network proves successful, buyers and sellers can 
communicate via electronic interchange, hence downplaying 
the role of documentary credits in document administration. 
Trust versus Costs 
As business relationship grows with time, businessmen 
become more receptive to other forms of trading terms such 
as documentary collections or open account. Major 
incentive to accept a less "secure" method of payment Is 
the reduction of bank charges and less document preparation 
to save time. A normal letter of credit might cost 0.5% of 
the dollar amount in bank charges for a local exporter 
irrespective of the number of required documents. If 
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profit margin is thin, then saving such bank charges would 
be meaningful• 
Overseas Joint-Ventures/Subsidiaries 
One other increasing practice which reduces the use of 
documentary credits is the establishment of joint-ventures 
with overseas buyers in low垂cost countries. Major 
companies like Pepsi-Cola, Ford Motors, Triumph, The 
Limited have set up numerous joint-venture plants in low-
cost countries such as China and Sri Lanka. Sales made to 
equity holders are usually under open account or, at most, 
documentary collections. To enhance competitiveness, Hong 
Kong exporters have also set up their own overseas trading 
arm or marketing offices. The result is previous sales 
made under documentary credits to these overseas countries 
would now be made under open account terms to their 
affiliates or subsidiaries. 
Competitive Practice 
When Hong Kong becomes affluent in its living style, 
factor costs increase as seen in the case of labor and land 
costs. A strong Hong Kong dollar renders its exports less 
competitive internationally• Macro economic progress 
reduces the competitiveness of the manufacturing sector. 
In industries such as electronics and toys where 
international competition is keen, Hong Kong businessmen 
have to offer credit sales to bid for the order. It is 
thus expected that if credit terms can win an order, local 
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traders would use documentary collections and open account. 
In other words, if Hong Kong proves to be less competitive, 
more credit sales might result; hence less documentary 
credits. 
Concluding Remarks 
As traders gain more experience with documentary 
credits, they would evaluate the use carefully for 
aforementioned observations. The decision to use the type 
of trading terms is not only a business decision, but also 
bears other economic implications as in the case of Hong 
Kong exporters. It is unfortunate that no historic 
statistics could be drawn to examine the impact of social-
economic factors on the choice of terms of trade 
quantitatively. Yet, through interviews and examining the 
functions of documentary credits, inference can be made 
that if an exporter has sufficient financial muscle, trusts 
the importer, is willing to enhance competitiveness using 
credit terms, he/she would not use documentary credits. 
Another inference is that if the exporter's country is 
effluent, trust is easily established, credit terms would 
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